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ABSTRACT 

This paper is a report on a study of the effect of charter 
schools on both students attending them and students in neighboring public 
schools in Michigan. Using school-level data from Michigan's standardized 
testing program, the study compared changes in tests scores between charter 
and public school students. The data included annual math and reading tests 
for 4th- and 7th-graders, science and writing tests for 5th- and 8th-graders, 
and a high school proficiency exam for llth-graders . The paper begins by 
evaluating the effects of Michigan charter schools on students attending 
them. The results suggest that charter schools did not have strong effects on 
the academic achievement of students attending them. The paper then looks at 
the effects of Michigan charter schools on neighboring public schools. The 
study used exogenous variation created by Michigan's charter law to identify 
the effects. The results suggest that charter schools have had little or no 
effect on test scores in neighboring public schools. (Contains 9 tables of 
analyzed data and 19 references.) (Author/WFA) 
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Abstract — This paper estimates the effect of charter schools on both students attending them 
and students at neighboring public schools. Using school-level data from Michigan’s 
standardized testing program, I compare changes in test scores between charter and public 
school students. I find that test scores of charter school students do not improve, and may 
actually decline, relative to those of public school students. The paper also exploits exogenous 
variation created by Michigan’s charter law to identify the effects of charter schools on public 
schools. The results suggest that charter schools have had little or no effect on test scores in 
neighboring public schools. 
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Charter schools are public schools contracted out to the private sector. In 1992, two 
charter schools operated in the United States, both in St. Paul, Minnesota. By September 1999, 
almost 300,000 students attended 1,682 charter schools operating in 33 states. 1 Charter 
advocates, and to some extent the popular press, have argued that charter schools are more 
innovative and more responsive to students than public schools. They claim that charter 
schools not only improve educational outcomes of charter students, but that they also improve 
student outcomes at neighboring public schools through increased competition. This paper 
evaluates these claims. Using unique data from Michigan, I attempt to measure the effects of 
charter schools on both the students who attend them and neighboring public schools. 

Besides being of immediate policy interest, understanding the impact of charter schools 
could shed light on a number of broader issues. For example, economists have long been 
interested in the relationship between school organization and pupil performance (see, e.g., 
Coleman, Hoffer, and Kilgore 1982, Evans and Schwab 1995, Neal 1997). Since charter 
schools face fewer state and local regulations than traditional public schools, a study of charter 
schools may show whether more autonomous public schools can generate higher student 
achievement. Additionally, economists have studied the effects of competition among schools 
on student achievement (see, e.g., Hoxby 1994a, Hoxby 1994b, Borland and Howsen 1992). 
The advent of charter schools appears to have led to significant competition among public 
schools in some districts, 2 suggesting that charter schools may provide a plausible natural 
experiment to investigate the effects of competition on student achievement. 



1 As of September 1999, 38 states have passed laws allowing charter schools. 

2 In Inkster, Michigan, for example, after one- fourth of the school district’s enrollment transferred to 
nearby charter schools, public schools began to offer bicycles and video games to parents who enrolled 
their children in public schools. 
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This paper begins by evaluating the effects of Michigan charter schools on students 
attending them. Prior to 1998, Michigan’s annual standardized testing took place in October, 
shortly after school began. Presumably these tests were administered too early in the school 
year for charter schools to really have had an effect. Using these “pre-charter” tests, I compare 
test score gains in charter schools to those in neighboring public schools. Comparisons of 
gains may provide a better measure of charter performance than comparisons of levels since 
Michigan charter schools typically attract students who are performing poorly relative to 
neighboring public schools. 

The results suggest that charter schools do not have strong effects on the academic 
achievement of students attending them. Simple comparisons suggest that academic 
achievement of charter students, particularly the lowest achieving students, improves more 
rapidly than in the public schools. However, when I include more flexible specifications that 
allow for mean reversion, these results disappear. When charter schools are compared to public 
schools with similar pre-charter characteristics, pupils in charter schools score no higher, on 
average, and may even be doing worse. 

After estimating the effects of charter schools on charter students, I look at the effects of 
Michigan charter schools on neighboring public schools. Since charter location may be 
endogenously determined, simple comparisons of public schools near charter schools to those 
farther away may be biased. To further explore this relationship, I exploit exogenous variation 
created by Michigan’s charter law, which allows state universities to approve charter schools. 

In particular, state universities where Governor Engler, an avid charter supporter, appoints the 
boards have approved 150 of Michigan’s 170 charter schools. The proximity of a public school 
to one of these state universities can be used as an instrument for the likelihood that one or 
more charter schools were established nearby. The resulting instrumental variable (as well as 
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the OLS) estimates suggest that charters have had litde effect on student achievement in 
neighboring public schools. 



Background 

Michigan's Charter Law 

Michigan’s charter law is perhaps the most permissive law in the country with respect to 
charter school formadon. 3 The first Michigan charter school opened in 1994, and by 1999, 170 
charter schools, 10% of all U.S. charter schools, accounted for 3% of Michigan public school 
enrollment. This section describes Michigan’s charter law and explains how the law, coupled 
with the political environment, create unique, exogenous variation that can be used to identify 
the effects of charter schools on public schools. 4 

In Michigan, a charter school is a public school run by private entities. Any non-religious 
group, including existing private and public schools, can apply to open a charter school. To 
gain approval from an authorizing agency, they must submit a “charter,” or contract, which 
establishes academic goals that the charter school will accomplish during the next seven years. 
These contracts also specify that if the school does not meet these goals, the authorizing agency 
may close it. Since 1995, authorizing agencies have closed two charter schools that failed to 
achieve their goals. 

When approved, the charter school receives exemptions from most state/local regulations. 
For example, the charter school is not obligated to hire unionized teachers, and can have more 
autonomy than public schools in determining disciplinary policies and school curricula. 
However, to prevent charter schools from “cream-skimming,” or selecting only the best 

3 Only Arizona has a higher percentage of student enrollment and a higher number of charter schools 
than Michigan. 

4 Khouri et al. (1999) and Miron and Horn (1999) describe Michigan's charter school law in detail. 
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students, the law forbids charter schools from discriminating in their enrollment policies. 
Seventy percent of charter schools are oversubscribed and admit students randomly (Khouri et 
al. 1999). 

Student enrollment completely determines the annual budget of charter schools. Despite 
this, charter schools still receive substantially less money than public schools. Charter schools 
receive 97% of the nearly $6000 of state and federal funding allocated for each student, but 
they receive no local funding, nor do they receive funds to purchase or rent school buildings. 

Authorizing agencies receive the other 3% of state per student allowances to compensate 
them for administrative fees and the costs of monitoring charter schools. 5 As in most states, 
authorizing boards in Michigan include school districts and intermediate school districts. 6 
However, unlike most states, the governing boards of community colleges and state universities 
may also authorize charter schools. 

Allowing universities this power of authorization has been the catalyst for Michigan’s rapid 
charter school growth. Of the 170 charter schools existing in 1999, state universities authorized 
150, the maximum number that the law permits them to approve. Of the fifteen state 
universities, those ten where the governor appoints the boards approved a // of the university- 
authorized charter schools. Miron and Horn (1999) argue that allowing state universities to 
approve charter schools enables Michigan’s Governor Engler to exert political pressure. For 
example, in December 1998, the president of Eastern Michigan University (EMU) announced 
that EMU would not authorize charter schools. Soon after, the governor threatened EMU with 
funding cuts, and EMU reversed its policy. 



5 Monitoring is cosdy and consequently, most authorizing agencies have not directly profited from 
charter formation. 

6 Intermediate school districts are county-level organizations that oversee local school districts. 



The governor’s political pressure, coupled with the costly oversight responsibilities of 
authorizing agencies, create an exogenous source of variation that this paper uses to identify the 
effects of charter schools on neighboring public schools. The proximity of a public school to 
one of the ten universities where the governor appoints the board affects the likelihood that 
one or more charter schools opens nearby. 

Data 

The primary outcome of interest in this paper is test scores. The test scores I use are from 
the Michigan Educational Assessment Program (MEAP), created and normed by the Michigan 
Department of Education (MDE). The MEAP includes annual math and reading tests for 4 th 
and 7 th graders, science and writing tests for 5 th and 8 th graders, and a high school proficiency 
exam for 1 1 th graders. The MDE reports the proportion of students at each school scoring 
“Satisfactory”, “Moderate”, and “Low” on the MEAP exam (I refer to these school-wide 
proportions as the "satisfactory rate", the "moderate rate", and the "low rate" respectively). 
Although these proportions are a coarser measure of student achievement than individual test 
scores, schools are likely to use these measures to evaluate their progress. For example, these 
rates are the measures by which the MDE and local media evaluate each school. Additionally, 
both schools and realtors report these test scores to attract prospective students and clients. 

The MDE also makes data available on schools’ racial composition, enrollment, pupil-teacher 
ratios, and free/reduced lunch for both charter and public schools from 1993 to 1999. 7 



7 Scores for the year 1993 refers to the school year 1992-93. Years are always reported as the spring of 
the academic calendar. 
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Financial data, including average per student expenditures and average teacher salaries, are also 
available for each school with a one-year lag. 8 

This paper uses these data to measure the effects of charter schools opening during the 
1996-97 school year. Although Michigan’s first charter school opened prior to this year, little 
data is available for charter schools opening before 1996-97. Additionally, starting in the 1997- 
98 school year, all MEAP testing took place in spring, and as a result, “pre-charter” test scores 
do not exist for charter schools opening after 1996-97. 

Tables la and lb report summary statistics for the math and reading MEAP exams of 
4 th and 7 th graders respectively. The first 3 columns of each table summarize the annual test 
performance of charter schools starting in the 1996-97 school year. The next 3 columns report 
summary statistics for public schools located within 5 miles of these charter schools. The final 
3 columns summarize test performance for all other Michigan public schools. Panel A reports 
the distribution of math scores while Panel B reports the distribution of reading scores. 

Columns 1, 4, and 7 of Table la show the “pre-charter” test score distributions for 4 th 
graders in the respective schools. Comparing Column 1 to Column 4 shows that charter 
schools had 22 percentage points less of their 4 th grade enrollment score in the satisfactory 
range and 21 percentage points more of their enrollment score in the low range than the public 
schools. Reading scores in Panel B show a similar pattern. These large, "pre-charter" 
differences in the test score distributions highlight the fact that charter schools, on average, 
attract students who are performing much worse on math and reading exams than the 
neighboring public schools. 

By contrast, comparing the “pre-charter” distribution of math and reading scores in the 
public schools near charter schools (column 4) to those public schools farther away (column 7) 

8 Appendix Table 1 reports descriptive statistics for other school- and district-level covariates used in the 
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shows little differences, suggesting that charter schools which teach 4 th graders do not 
necessarily open in areas where test performance is low. 

The other columns of Table la show the test score distributions for charter and public 
schools after the charter schools had been established for a year or more. In every year, charter 
school test averages are lower than those of public schools; however, as noted, this is indicative 
of the students they attract. Consequendy, the gain in relative test scores rather than the actual 
levels may be a better way to measure the effects of charter schools. Comparing the gains in 
charter school math scores (Columns 1 and 2) to those in public schools (Columns 3 and 4) 
shows that charter schools were able to increase their satisfactory rate by 6 percentage points 
more than the public schools nearby. Over the same period, charter schools were able to 
decrease their low rate by 10 percentage points relative to the public schools. Charters also 
show more rapid improvement after two years (Columns 3 and 6), in reading scores (Panel B), 
and in 7 th grade math and reading scores (Table lb). Charter advocates have cited these relative 
improvements as evidence that charter schools outperform public schools (MAPSA July 2, 
1999, Detroit News Aug 26, 1999). The next part of this paper evaluates this claim. 

The Impact of Charter Schools on Charter Students 

This paper uses a number of strategies to identify the effects of charter schools on charter 
school students. These strategies are similar to those used to evaluate the effects of worker 
training programs (Ashenfelter 1978, Card and Sullivan 1988). 

The first set of results consists of difference~in-differences estimates of the effects of 
charter schools on charter students. Suppose that a school’s educational production function 
can be represented by 

estimation. 
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